Using the Right Incentives to Link
Education and Employment:

Market-Based Proposals to Refocus
the Higher Education Act and Higher

Education Finance

By Michael Brickman

Key Points

June 2021

9 The higher education system does not work well for taxpayers, students, or higher edu-

cation institutions.

9 This report presents four ideas conservatives could offer for the next reauthorization of
the Higher Education Act to ensure student aid supports those who need it the most and
directs them to useful, skills-based educational pathways that will prepare them to con-

tribute positively to society.

9 There is a burgeoning opportunity to realign the nation’s higher education laws with
Americans’ desire to get the education they need for a brighter future. To do this, policy-
makers should incentivize outcomes and recognize the blurry line between “higher

education” and “workforce development.”

The higher education system does not work well
for taxpayers, students, or higher education insti-
tutions. Evidence of this is familiar to many but
worth outlining. Outstanding student debt in the
United States totals $1.7 trillion, which is more
than credit card debt or auto loans.! Much of this
debt will unlikely be collected, a worrying sign for
current and future borrowers. A recent Brookings
Institution report projected 38.2 percent of bor-
rowers who entered the Federal Student Aid pro-
gram in 2004 will default by 2023.> The Depart-
ment of Education found that taxpayers could be
responsible for paying off $500 billion even before
any potential debt forgiveness by the Joe Biden
administration.? This is over 12 times more than
the Congressional Budget Office projected and
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nearly as much as the mortgage losses during the
2008 financial crisis.*

Once upon a time, student loans were expected
to be such a good deal for taxpayers that their pro-
jected revenues were used to offset costs associ-
ated with the Affordable Care Act and increasing
the size of Pell Grants. Less than a decade ago, the
federal government projected it would net 20 cents
for every dollar it lent to students; today it projects
aloss.> Yet despite today’s increasingly dire picture
for taxpayers, calls for student loan forgiveness
have never been louder. All the while, college is
effectively already half free for students in income-
based repayment plans, who repay only 51 percent
of their loans on average.®

The immediate financial toll on students and
taxpayers is only part of the picture. As the cost of



college rises, employers continue to question tra-
ditional colleges and universities’ ability to prepare
students for work.” Somewhat surprisingly, even
higher education leaders are growing less confi-
dent on that score; Gallup registered a 15-point
drop between 2014 and 2020 in provosts’ views of
how they prepare their students for work.®

Most importantly, students are starting to ques-
tion the “college for all” mentality. A survey of
3,000 Gen Z students found that only one in four
thought the traditional college path was the only
way to a good job.” A survey of adults found that
many are unhappy with the education they received,;
more than half would change their degree, institu-
tion, or field of study.'®

Both conservatives and progressives believe
more “accountability” is the answer. However,
many on each side seem to see accountability as
merely a weapon to be wielded against so-called
“bad actors.” For conservatives, that means elite,
well-resourced, and overtly leftist institutions. For
progressives, that means anything or anyone earn-
ing a profit. However, an offensive launched in either
direction will unlikely create the type of accountabil-
ity that drives continuous improvement or benefits
students and their career prospects.

Rather than resorting to weaponizing higher edu-
cation policy, what follows are four ideas conserva-
tives could offer for the next reauthorization of the
Higher Education Act (HEA). These ideas would
ensure student aid, the rules surrounding it, and
the links between education and employment are
aligned as much as possible to support those who
need it the most and direct these students to use-
ful, skills-based educational pathways that will pre-
pare them to contribute positively to society.

Reducing Credential Inflation and Pro-
moting Skills-Based Hiring

Even if some education leaders do not believe a
primary goal of postsecondary education is prepar-
ing graduates for jobs, students certainly do.
A vast survey conducted by Strada Education Net-
work and Gallup found that career aspirations
were “the main reason most people choose higher
education, more than double the percentage repre-
senting the next most prevalent motivation.”"
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Unfortunately, due to decades of credential infla-
tion, more education is required for the same job at
the same real wages." If students’ goals for higher
education is earning sufficient skills to meet mini-
mum job requirements, then policymakers must
focus on helping students attain those skills and
reducing minimum educational requirements as
much as possible without sacrificing job perfor-
mance. At the state level, policymakers should focus
first on occupational licensure reform, supporting
employer efforts to find and hire people based on
skills rather than degrees, and encouraging stu-
dents to consider career paths that do not require
years of expensive schooling.

Federal policies also unnecessarily drive up the
minimum qualifications for jobs by allowing a
cozy relationship between the accreditors of spe-
cific academic programs and related trade associ-
ations or other professional organizations. These
organizations often are directly affiliated and may
share office space, staff, and policy priorities.
These groups are required by law to be “separate
and independent,” but the provision is flimsy,
with loopholes and a grandfather clause applying
to accreditors recognized continuously since
1991." This HEA provision should be tightened
substantially to stop self-interested groups from
furthering their own competitive advantage or pro-
fessional prestige by making it harder for others to
follow in their footsteps.

As the nation’s largest employer, the federal
government can also lead by example. Executive
Order 13932 removes requirements and prefer-
ences for college degrees in federal hiring and
shifts the focus to where it belongs: on whether a
job applicant has the necessary skills and compe-
tencies to succeed.' Although signed by Biden’s
predecessor, it aligns well with the Biden admin-
istration’s goal of promoting diversity, equity, and
inclusion and was prioritized by the National Asso-
ciation of Manufacturers as a policy that should be
continued.” Early signs from the Biden administra-
tion indicate that it may do just that.'®

Racial achievement gaps in college completion
will not be solved overnight; in the meantime, focus-
ing on skills rather than degrees in hiring will pro-
mote inclusivity.”” A shift by the Equal Employ-
ment Opportunity Commission to treat college
degree requirements like any other employer



screening tool, as Frederick Hess and J. Grant Ad-
dison have suggested, would tremendously affect
on ensuring jobs are filled by the most qualified
person, not simply the person with the most col-
lege credits.”®

Congress must also stop incentivizing irrespon-
sible borrowing for graduate programs of ques-
tionable value. A borrower seeking a federal gradu-
ate school loan can receive unlimited funds to
attend school with no credit check and then enter
a generous forgiveness program. Limiting this tor-
rent of funding and substantially curtailing the
Graduate PLUS program may, more than any other
step, slow credential inflation. Graduate-level
credits and degrees that states and school districts
incentivize or require elementary and secondary
school teachers to earn also drive potentially sus-
pect graduate enrollment, despite research show-
ing minimal benefits to students."

Finally, we should ensure the Federal Work-
Study program supports work relevant to students’
goals and not just subsidized labor for university
cafeterias and libraries. (Less than one-tenth of
1 percent of funds support work at private, for-
profit employers.) An experiment aimed at this
goal was launched under Education Secretary
Betsy DeVos and attracted interest from nearly
200 colleges and universities.>* It should be con-
tinued, and, if successful, its flexibility should be
incorporated into the HEA for all colleges and uni-
versities.

Protecting Students and Taxpayers
When Institutions Close Suddenly

While income share agreements (ISAs) with a
risk-sharing component, discussed in a previous
report, would provide significant “skin in the
game” accountability to protect students and tax-
payers, they are insufficient protection if an insti-
tution closes, especially if it does so suddenly.*
Recent analyses, even before the COVID-19 pan-
demic, predicted that hundreds of institutions
could be at serious risk of closure.** Democrats and
Republicans agree that federal oversight of an institu-
tion’s financial stability and capacity to deliver its
programs is appropriate, particularly if there is a
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risk that an institution could close suddenly, leav-
ing few assets left to refund students or help them
complete their education.

The data that the Department of Education relies
on for such oversight are often out-of-date, and
internal processes can be opaque to outsiders.
That means that, as with accreditors, the depart-
ment steps in to clean up the mess just as often as
it prevents it from happening. While civil servants
are generally committed to fairness, departmental
reviews of institutions against various oversight
requirements can sometimes take years, paralyzing
institutions and allowing for politically driven
meddling by political appointees against disfa-
vored schools.

Congress must also stop incentiviz-
ing irresponsible borrowing for grad-
uate programs of questionable value.

A better approach would rely on a simple, fair,
and market-based mechanism to prevent sudden
closures from harming students or taxpayers.
Quite simply, institutions should buy insurance. If
an institution can prove that its closure would not
harm students, much of the HEA’s cumbersome,
extremely costly (to both taxpayers and institu-
tions), and too little, too late financial responsi-
bility oversight apparatus could be set aside. The
department already recognizes that some over-
sight on matters of financial responsibility is unnec-
essary if taxpayers are protected, so it waives some
requirements if an institution is “backed by the full
faith and credit of a State” or participates in a state
“tuition recovery fund.”* (The latter was designed
only to accommodate California.)

The department and Congress should apply this
approach to all institutions willing to take steps
necessary to protect students if the institution
should close, regardless of whether they are backed
by state taxpayers. In lieu of complex accountabil-
ity regimes and financial metrics, the HEA could be
rewritten to simply require verification that a
trusted third-party insurer has an active policy
with sufficient coverage in place. Major compo-



nents of the HEA’s financial responsibility regula-
tions, and possibly others related to administrative
capability, or the requirements covered in each
institution’s program participation agreement
with the department could be significantly reduced
or eliminated. This would reduce the federal gov-
ernment’s footprint in these areas, limit using over-
sight to achieve political goals, and lower institutions’
compliance costs, which are passed on to students
and taxpayers anyway.

An Auction-Driven Alternative to Short-
Term Pell Grants
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